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United States Defense Expenditures Abroad

L5, defemse expenditures for goods
aod services wore ab a record $4.8 billlen
ennuel rats io the fesk bhell of 1060
The fncrenss fn these cxpendituras sinse
193L hew been mently aseociated with the
Viatnam eonfies. Higher oversen spend-
ing by perseornel and thelr dependents,
expenditures for vast corstruatlon proj-
aots, and inersased coste of sarvicss
accaunted for & major part of the rise.

U- S. Government defense expendi-
tures abroad for goods and services
reached an annual rate of over $4.8
billion in the first half of 1960, the
largest amount ever recorded for thess
transactions in owr intermational bal-
ance of payments. For the past sevaral
yenrs they hove comprised a tenth of
all 1.8, purchases of goeds and services
from foreign countries, and have been
exceaded only by private merchandise
importa ns o souree of foraign dellar
earnings. In recent yesrs the large in-
crenses in defenze expenditures abroad
have been assdeisted with the cenflict
in Sputheast Asin.

Defense expenditures abroad aver-
aged about #8 billion & year from 1860
through 1965 but incressed sharply
following the involvement in combat
in Vietnom, Tables 1 and 2 show that
outleys in 1986 were 5800 million
higher than in the pricr years, and in
1947 xosa by snother $600 millien to
$4.4 billion. In 1968 expenditures rose
by only $150 million to 545 billion
Expendityres in ench of the first thres
guarters of 1960 have amounted to
about $1.2 billion and are now axpecied
to total between $4.8 hillion and $4.0
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billion for the whole year. The flat-
tening out in the recent past iz primarily
due to completion of certain major
conetruction projecis in Southeast Asia.

In 1961 the U.5. Government nnder-
took to incrense Government and com-
merecial sales of military equipment to
frendly nations economically able to
beor o larger portion of the defensa
offort. The objectives of this program
include increasing the sireneth of our
allies, standardizing military equip-
ment, and establishing cooperative lo-
gistics sreonpements. These sales also
help to offset the adverse effact on the
balence of paymenta resulting from
U.3. military deployment abroad. Since
1961 U.S. Government cosh recapis
nssociabed with militery soles contracts,
and commercial sales of military equip-
ment taking place under government
i government agresments, hove aver-
aged well over $1.2 hillion anmualiy.
As can be seen in bable 3, the total for
the four-yenr period 1985-1988 was
§6.4 billion when barier zales of ngri-
culiural products srranged fo reduge
mailitary npet foreign exchange costs
are inchaded.

Balonce of paymaents impact

Defenss expenditures abroad repre-
zent only the forsigh coats of U.S.
defense programs. Total Depsrtment
of Defense outlays ave, of ecurse, very
muich larger. For instanee, outlays for
Vietnamn in fiscal year 1969 are esti-
mated at shout $28.8 billion, of which
shout $27.0 hillion was spent in the
TInited States. Many of the items usad
nbrond by the military were produced
domestically and thus wvere not balance
of payments entries. The remainder

of the %28.8 billion, about $1.5 hillion
or G percent of the total, was spent
in various couniries for foreign gosdls
and services for the war effori, and
represents the direet Department of
Defange balance of payments cost of
the hostilities in Vietnam.

Defensze expenditores in the Unibecd
Stntes have ndverse indivect effacts
pn the balance of payments, which
pre not ineleded in the figures men-
tiemad in this article. The indivect
offects arise from increased require-
wments for imported materinls vsed in
the domestic production of military
eguipment, They also arise from the
combingtion of an inerease in military
and eivilinn demand on the productive
capaeity of TLE, industry, which con-
iributes to the incremse in domestic
gosts and pricss, and diverts a rising
shore of the domestic demand to
imported ponds aud services.

On the other hand, both direct aud
indireck expanditures abroad have con-
tributed to incressed dollar cornings -
by forcign countries and thus have
cpabled them to step up their pur-
chases of U5, products aither directly
or through third countries. Bacausce
most of these shipments take pleee
through cemmercia! chagnels ond are
not velated to Government octivities,
thoy are nat reflosted i the date dis-
cussad in this article, and it would be
difficult to cstimate thon It is not
likely, howover, that the rise in foreign
expenditures in the United States has
fully compensatad for the incrense in
U8, expenditures abroad that reaulted
irom the large oxpansion of military
setivities in recont years.
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The defense expenditures shown in
the tables acoompanying this -article
{(equivalent to Iine 16, table 1, in the
quarterly 11.8. belance of paymentis
presentations) include outisys for for-
eigu goods and services by the milidary
agencias and similar defense {ransac-
tions of the Atomic Energy Commission
and the Const Guard which mact the
NATO definition of defense expendi-
tures. Tn addition to the direct expends-
turesof these agenciesfor goods and serv-
ices, the data include the foreign expend-

itures of U.5. contrnetors employed to

oomstruct and operate U.S. foreign
installations gnd fo furnisk other serv-
ices shroad. Also included are tho per-
sonal cxpenditures of U8, military and
pivilian personnel and their depandents
abroad, together with the forcign jmr-
choses of the military exchanges and
similay pgencies which sell to personnal.
Other disbursemenis include expendi-
turas for NATO infrastruocture, tho
offghore procurement of military equip-
ment to be transferred as aid to foreign
countries, contributions to international
military headguartars oxpenses, and
other outlays for administration of mili-
tary assistance programs.

Outlays for material, suppliss, oand
equipment for our own use have in-
eloded uranium, petrolenm, snd ofher
iterns imporied by the Government
ingo the United States, as well ns poods
hought ahrond and used abroad for the
gupport of our forces. The data shown
hare do not inelude foreign produets
purchased in the United States, or the
foreign components of U.S. products
purchnsed hers,

Defense expenditures abroad include
ol purchases of goods and services
from foreign governments, foreign con-
tznotors, or foreign subsidiaries o
branches of U.S. firme unless contxac-
tual arrangements stipulate that o cer-
tain portion of amounts peid out to the
confractors is to be expended for T.S.
products nod services to be used in ful-
filling the contracts. Tu the latier case,
the resulting U5 exporis are nedted
against militery expenditures and ex-
cluded from commerciad exports in the
baloncs of payments accounts.

Foreign currencies and borter
Expenditures by the defense ngencies
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‘do not always provide new dollar earn-
ings to forsign oreas since some pur-
chases are paid for in foreign currencies
previoualy acquived by the U.5. Gov-
ermnment as repeyments on loans and
other credits, as counterpart funds re-
ceived under grant programs, ond os
procesds from sales of goods and serv-
ices, Of course, such use of foreign cur-
rencies dogs not imply equivalent
balance of payments savings for the
United States. During the years 1965
1963 usze of these currencies by the De-
portment of Defonse hns averaged about
$170 million u year. AL expenditures in

forefgn ctrrencies scquired without

concurrent payment nbrosd in dollars
sre included as part of the data chown
in tables 1 and 2. Aocquizitions of thesa
currengies are incloded as receipts im
fable 3 when they are proceeds of
military sales programs.

During the 1965-1988 period the de-
fense agencies ac_nired an aversge of
gpproximately $175 million n year of
foreign goods and services nnder burber
apresments whereby U.S. agrieultural
products were -ezchanged for foreizm
productzs. The dollar value of auch for-
eign procurement iz included as part of
the data shown in various categories of
expenditures in tables 1 and 2, and the
barter sales of sgricettural products nre
includad in table 3.
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Personnel spending increnses

Not surprisingly, higher expenditures
abroad by personnel and their de-
pendents nccount for o signifieant part
of the rise in defense expendiiwres
abrogd I recent years. In addition to
an overall incrense in military strength
abroad, recurring pay raiges have made
many more dollars availoble for foreign
spending. At mid-1669, the T.5. mili-
tory establishment abroad was cown-
prised of ahout 1.2 million men stationed
abroad or on bomid ships at sen, and
approsimately 400 thousend of their
dependents were living in foreign
countries.

After averaging about $510 million
a yewr from 1960 through 1963, por-
sonnel outloys rose to over $050 miition
in 1964 and . continued to oxpend
rapidly to reach an annual rate of
almost $1.6 billion in the first half of
1969, nmeady twice the zate of the
196083 perivd. About two-fifths of the
raost recent totals shown for this
category were purchases of forzigu
goods for resals and other sxpenditures
of the military exchanges, officers’
¢lubs, ond @milar activities operating
with nonasppropriated funds to serve
lrersonnel. '

Personnel spending  varies  from
country to country according to the
number of troops and dependents
stationed I aach country and the
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ablractiveness of the merchuwlise and
services olfered on the Joval muarket,
Where comlat Jduty is invelved, there
are  olher special factors. Porsonnel
expeniditures in Vietiam, for example,
dropped ofl durige the Tet Offensive
last yewr becouse st of the combak
trocps werd moved oul of urban arens
and encly  cwefews wora imposed i
urban niens, Per copita outlays Lhere
are alse lewor beeguse parsonnel ape
nirl authorvized Lo bring their depend-
euls into Lhe aren.

Whaere he loen]l madet does not
adequantely meet demand, military mon
undd  Lheir Tomilies spend mestly in
tho commissarivs, exchanges, and other
fueilitios operating within the military
ceonomy. Some ol this spending is
Eor monds bowebl by the military ox-
vhatmes in obher Jorcign arvers and
significant warnings are thus recordoed
for somw: counbries whore relatively
fow U8, personnel wee sbationed. Major
carnings wie alse realised by various
coumbrics fram sales Lo men visiting
e leave ur rest od recuperntion and
Mo cullazs wshore of Navy personnel
stationed aboard ship

Program: to reduce the [orelzn ex-
climnze  cosls of  personnel  spending
ubrowd necessarily have been voluntary
i uatore sinee some apecilic corbs on the

SURVEY OF CURRERT BUSINESS

per eapita expenditures of milikary men
could ¢ropte & mornle problem and
could require legisintive sanction. The
nutnber of militnry perspnnel and RS,
civiinns in some oversea arcas hos
been reduced, but pay end price in-
crenses  have  offset  any  signifiesnt
savitigs, More TLE. moods have heen
made  availoble v the military ex-
changres and cerfain limitafiens have
been placed on sales of foraign goods.
An attractive savings program, mads
available to servicemen oversess on
Zeptember 1, 1088, offerzs military
personmel on nelive duty o 10 pereent
miteresl rote, compounded guarierly.
Each maw may deposit an smount
gl to his entire pay and allowances
upr b i imedimum of $10.000, subject to
withdrawal oversens only in case of an
amergency. Gross deposits, execluding
mterest, fran Lhe inception of the pro-
grum Lheongh Jone 30, 1909, totaled
nearly $620 million, Thesa deposits,
however, do not represent equivalant
balunce of juyinenis guins since they
anny have reploced other iorms of siving
ot remitianees to the Uniied Stales or
may have been facilitated by transfers
of money from the United States to
prersonnel stationed overseas.
Treasuy savings bond sales Whirough
prayrell deductions huve also helped to

Distritwtion of $4.5 Bikion for Defense Expenditures Abroad for Goods and Servives in 1963
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ahsoerb GI funds, and disbursement
precedures have been modified to make
it casier for servicemen {0 leave a
portien of their pay “on the hooks."
.5, personnel have nlso heen nrged to
make grester use of  American-
coniralled vecreation facilifes vrerseas,
Handsome  arrangetuents have been
made for travel on U5, carrers, amd
thousands of serviesmen n Vietham
lusve taken advantare of rest and
recuperation flights to Hawaii instewd
of teaveling to Hong Konp, Thailagd,
Japan, or other foreign nreas.

Muny eonstruction profects cornplete

Military expenditures abrosd for eon-
gtruction began to decline in 19528 and
dropped off eradially fo 4 low of less
thon 35100 million in 1963, The next 2
yeurs showed small increnses followed
in 1966 by o substantial imceease of
ahoat 5200 million, occrrdng prinei-
pally in Sountheast Asin. Outluys in the
following year were more than $330
miilien but declined to $275 million in
1905,

The bolance of payments costs of
mjor defense constrnction projects in
Vietnam and Thailand were held down
by employing U.3. prime conlesctors
who made thelr large purchases of
heavy equipment and consbriction mua-
tertal in the United States. Thus only
two-fifths of the payments io these
coniracters represented expenditures for
construction materials bought in various
foreign countries nnd for the employ-
ment of foreign laber. The major con-
struction programs undertaken in Viet-
nam and Thailand over the lnst several
yeors are by and large completed and
the major contracts under these pro-
graras hove been superseded by similar
but smaller contracis for operakion and
maintenance by U.S. contractors.

Deferse procarerment abrood

Az a result of wvarious messures
instituted in the early 1960°s to mniti-
mize delense procurement abroud, ex-
penditures fur foreign materials, sup-
jrlies, and equipment had decline!
from nenrly BSV0 milllon In 1962 to
bess than £530 million annueolly in
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1984 -snd 1965, Thereafter; as o result
of activities in Vietnam, these pur-
cheses: hegan to inecrease sharply ond
by 1962 they passed $1.0 billion and
accounted for over cne-fifth of total
defenss axpenditures abrood.

Purehases of petroleum products
represented more thon half of oversea
defense expenditures for merchandise in
1968, amounting to about 3320 million
s compared with o yeady average of
$265 willion for the 5 years just prior
to the expansion cf the U5, involve-
ment in the Vietnam conflict. This
sharp inerease in the foreigm cost of
refined petroleam reflacted not only the
stepped-up  requirements for
Seventh Fleet and for aircraft fuel in
Scutheast Asia, but alse price increases
Tesulting from the closing of the Suex
Conal in June 1867,

Reported  expenditures abread for

sibsistence to be supplied to troops

o sold in commmissaries were less than
$90 million n 1948, including focds
acquired under barter programs. Pur-
choges from foreigners for cmsh have
been held to o minimum in the last
two years, in part, by employing im-
proved modes of transportation to
cerry 118, sybaistence items overseas.

Another %200 million was speni
sbroad in 1965 for major equipment ns
compared with 75 million as recenily
as 1965, More than 80 pexcent of these
sxpenditures were in Canada with most
of the remainder in Germony oand
Japoan. Expenditures for missiles, elec-
tronics, and afrcraft engines mnd spote
partz are included in the utlays re-
portad for this category.

Expenditures nbroed for the military
nssistance offshore-procurement pro-
grams accounted for only $18 million of
defense expenditures pbrond in 1988.
This program, once a major factor in
our defense spending, was originally
eatablished to develop tha military pro-
ductive eapacity of onr allies by buying
militery aguipment abroad to be trans-
ferred as grant aid. After peaking at
$£0640 million in 1#55, such expenditures
dropped off sharply through 1958, and
girres then have declined mors gradually.

In 1961 tha Department of Defense
initiated & progrom to redues expendi-
tures pbroad for materinls and supplies

the-
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by placing contrects m &he United
States when estimated 1.3, ocosts, In-
cluding transportation and handling,
did noi exceed the estimaied foreign
cost by mors then 285 percenc. This dif-
ferential was roised to 50 percent in mad-
1962 and remains in effect, together
with other programs, to minimize the
Foreign. exchonge cost of procurement
abroad,

Spending for yervices

Payments to foraignems, contractusl
gervices outlays, and other direct ax-
penses for serviees totaled $1.6 billion
in 1962 and comprised well over 2
third of defense expenditures abroad.
Cf this smount, nearly 3900 million
was paid out in Southeast Asis and
$600 mijllion was spent i Furops.

Although the employment of foreign
citizens in Europe has declined, activi-
ties in Southeast Ao and higher wages

and bonuses have incrensed the costs
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of employing foreigners in recent years.
These expenses, which are incurred
principally for the maintenance and
operstion of bases, nmounted to sboui
$400 million anouslly in the 6 years
prior to 1966, and then increased to an -
pnnusl rate of over $683¢ million in the
first half of 1960

Other expendiivres inchide payments
to foreign contractors and the foreign
cxpenditures of U.S. comtractors en-
goged in ¢he day-to-dey operation of
our bases snd providing communica-
tion, utilides, renl property rmainte-
nance, and repsir services. Although o
reduction in the number and funcltions
of ovarses focilitiezs las occourred in
certain aress, expendifures have in-
evensed considerably, primanly os o
reault of Southenst Asin activities,

NATEO infrasiructure poymertts

The infrostructore pregram is tho
major muléaterally-funded program by
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which NATO provides sombst support
facilitica, including asirfelds, neval

factlifies, missile sites, pipelines, snd
land-hased commumesation snrd Teder
warning systems. As 4 result of the re-
location of the NATO hendguertors and
forces from Franes in the apring of
1987, it hies also besn mecessary to con-
etruct new headquarters in Belgium
and the MNetherlands, to refoeate the
communications network, and to pro-
vide other new facilities.

The TS share of infrastructars
costs, under the surrent formuis, is
258 percent on projects I which
France participptes and 29.7 percent
when Frence does not pardicipate. U.S.
comfractors ara now eligible to bid om
copstroction projects on egual terms
with Europesn contractors. The foreign
exchanpe coat of our chara of outlays is
reduced, in part, by procurement from
1.5, aources hy U.S. contractors and,
in some instances, by foreign contrae-
tors as well.

SURVEY OF CURRENT BUSINESS

From the ineeption of U.S. partici-
pation in the program in 1951 to the
end of June 1989, our toisl contribu-
ton to NATO infrastructure ceme to
nearly $1.2 bilbon. The net impact of
this program on the TS, balance of

. payments cannot be measured, sihco

procurement from U.S. sources iz re-
corded as cormrmervial sxports and can-
nst be saparstaly identified. Howewer,
activities under the program during the
lnet severnl years probably heve not
coptribuied significantly to the .S,
defieit BHecauss, in some  insfanees,
special arrangements have been satab-
Jishad to insure that T.5. eontributions
are offset by orders {o 1.5, suppliers.

Concerieration of defense spending
Even though U.8. military estab-
lishments are widely disiributed
throughont the world, our defense oné-
laye are concentrated in o relntively
smail number of countries. In the

Table 2a—Dvefonin Expenditures Abroad for GCoods and Swevican, by Major Country

TMkns of dolinrs)
! . 1860
b1 ] HBiL 4% 108 10 1988 1M N7 18 | Yan -
f o
AT z.ﬁ L0 | il | 2,0 | LXR | T | 408 | 6 R 42
| LA | 10 | 0,0 | 14 L RERN - | &, T
L 25 12 . ] 13 11 + iF) 4 - 2] ﬁ-ﬂg =
-1 7 M 42 ] 4 Lird E 34 1&
Tk o] o Ha 1 s 208 o7 o 10
(Y] ] F ] a1 0 ™ Ti0 BiY nr oM
b [1] B E] 27 % F4 ] ) ] 28 o 18
[+ It u 10 11 L] 17 2 ] 7
1 n ji T ] i) Toe i) 10z e [
n = H |1 F. [ [ [T 4l ™
17 W 15 H b -] -] »n -] T
4 4 & 1% # &% ] i . H ]
& 1] [ a i 1E 15 12 n 3
& & 5 f] [ 42 i 45 -] o3
87 s ] wr i m b e 20 by W
o 1] ¥ &« -] # 5 M [:' |
mh T 3% e A 111 - 0N ;i 1=
50 I7) TE H B -] " 132 w5 56
] 60 BT -] M I ] & i1 =] - ]
I3 T H 1 1] .3 ] 1 [ [
] a -] 5L H a1 an 43 L) ]
= 0 17 H]] T -] o ] = 1]
5| ] a [ [ H & A [ i
75 L ] bl ok 13 a7 o . ] ELS | H
LMLl 218 al 1, M4
g 8 & & 38738 B
] F1 103 [ ] Bl [ Ieh =07 al ity ]
[} [ 1] 1% T 4 3 ] ] 1
& - 3l 48 ] BL i 187 » U]
'I’g m 1) w 115 123 15 183 a0 1
q £5 i 4 g ] 5L [+] al &4
- -] = x al fia ] L] k] L] ]
5 [ F) F2) H ) 1EE T k4 [ 1340
'y 112 ey » .5 n0g HE Bk b xm
5] s.-:'L ] ™ -] ™ 129 L 10 [i]

L. Enelfdes Combodla und

Leww.
e table 1 R cthwr ietes, Bovree: U5, Dobiglment of Qg cin, O Mee of Huiness Tsonamics Moo infovmatian made

sridlable by ofreratlag wgenches-

Dememaber 1000

recont past, 10 countries have ac-
counted for about 80 percent of the
totel. Nearly one-fifth of the 1843
totel was spent in CGermany slone,
where ouilays reathed nearly $900 mil-
Hopn. Over one-fourth was spent in
Japan and Vietnam together, whers
disbursements were closs to $600 mil-
lion in anch country. Thailand, Eorea,
the Ryukyn Ialands, the Philippines,
and Taiwsan, the other major support
arens for the Vietnam confliet, together
received alvaost %1.1 billion, amother
fourth of the total. However, date for
Vietnam and Thailend are somewhat
overztated szinco petrolaum expendi-
tures are normally charged ta the Ioco-
tion where title is transferred to the
military ngencies rather than ta the
loeation of the refinery. Ceneds with
neerly %300 milior and the TUmnited
Kingdore with nearly 5200 million
wero the other two mafor recipients.

Although it is diffienlt to astablish o
clear-ciat distinction betwsen outlays for
hostilities in Somtheast Asis and expen-
ditures for other purposes, it iz esti-
mated £hat in 1968 ahout $1.7 hillion,
or more than o third of owr gross
expenditures were atéributable to the
Yieinam conflict. The greatest increase
in military expenditures in the last
seversl yeers has, of course, beon in
Vietnam and the support areas, How-
aver, the conflict there has cleady in-
<veased expenditures in other sreas of
the world, such as in certain of the oil-
producing coundries.

Qutiays in Western Enrape

Defense oxpenditures in Western
Europs have avaraged £1.5 billion n
year gince 1980 and have not deviated
by much more than $100 million o year.
The reiher substential reduction sinece
19650 in the number of T8, trcops
deployed in Eurcpe hns besn Jargely
offset by price and wage incresses. The
rapid decline in military axpendittres
in Fronee, following the relocnbion of
TS, and other NATO foress from
France in 1967, was cccompanied by
incressed expenditures W Germany,
Belgium, and alsewheras in Enrepe.

The Czechosloveldan crisis in Avgust
1968, which led to an increase in troop
deployment in (Germany, also was par-
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tdally responsible for increased expendi-
tures im thai couniry. Im the past
decade, Germany has earned more than
sny other conntry from U.5. military
expenditures, In the Arst half of 1969,
the annnal rate of our military expendi-
tures there reachked almest 3910 million,
comprising .nearly 80 percent of the
Western European total.

T.S. defense expenditures in Ger-
many probebly did not contribute sub-
stantially to our helance of paymenis
deficit from 1962 through 1967 because
of our military offset agreements with
that country. Under these arrange-
ments Germany apreed to purchasze
military poods and services frem the
V.S, Government and from private
U.S. suppliers at levels approximating
our Jdefenss expenditores there. Final
payment under these sgriements wis
made in June 1867, Since then Germany
- haz continued to purchase military
equipment in the United States, but at
sroatly reducad lovels. Whils Germany
has aleo invested in medivm-term non-
gonvertible and non-negotinbla TRS.
- Trensury securities, thesa securities wiil
reach maturity in o few years end are a
cleim upon our real resources.

.S, military expenditurss in France
bhefore 1987 exceaded Franch purchpses
of military supplies and equipment from
us. The pesk in our defense outlays
thera was reached in 1955 at almest
£600 million; pur spending declinad
thereafter to somewhat over 5200
million in 1966, the last full year befora
our military forces were removed. Ex-
ponditures in France ara now running
at an annual rate of less chan $20
million.

Expenditures in the United Ring-
dom declined standily from nearly $200
million in 1960 to less than $150 million
in 196¢. In the following year, the
United States made pn ndvance pay-
ment of $35 million to the United
Kingdom for military equipment wnd
the total for 1967 rose to $210 million.
Expanditures hpve since averaged close
to $200 million a yesr. Apart from
purcheses by military exchonges and
direot parsonal expenditures by service-
men and their dependents, most out-
lays in the last 2 years have been for
troop support and the opersiion and
maintenance of our bases
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Expenditures in che Western
Hemiaphere

TS defenss outlays in Conads
raached a pealk in 1058 of over $440
million, which inecluded about $230
million spent by the” Atomic Energy
Commission for the procurement of
uranium. Thereafter, uranivm purchases
declined -and our overall axpenditures
trended downward until 18686. Bepin-
iing in 1966 they increassd steadily to
rench an annual rate of $310 million
in the first half of 198%.

These outlays have been portially
offaet by Canadien purchasas in the
United States under the U.8.-Canadinn
defonge  prodonction-sharing  program.
Under thiz program the valae of con-
tracts pleced divsetly by the Depart-
ment of Defenae in Canade, as well as
subcontracts placod there by TS,
contraciors, is measurnd against the
value of similar Canasdisn contracts
maced in the United Statcs. Thus the
program wis designed o provide that,
in the long rn, militory exports ic
Canada would belance militery  im-
ports from Canads for cartain military
procureyent, yepair, ovechaul, and mod-
ification of military equipment. Basjc
v materials, fuels and lubricants, con-
sbruction, off-the-shelf general prooure-
ment, and certain services do not come
under the provisions of this yrogrom.

Tabke §.—11.5. Goverouneot Keccipis Vanlor Miliksry Sakes IPro
Agrvements, and Barter

Under Governmunt-to-Government
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Quidays for goode and services in the
American Republics, although widely
disparsed among countries, now consist
primazily of expenditures in Panama
related ¢ Cannd Zone operations and
purchases of petrolaum produets in
Venezuels. During 1965 and 1966 these
transactions were augmented by rela-
tively small expenditures in the Do-
minican Republic. Since 196G expendi-

-tures bove been in exeess of $100 million

annuglly.

Reported expendityres in other coun-
tries of the Western Hemizsphere, o
little moze than 320 million iz 21968,

Ahiave been less in the last 5-year period

than in the several years praceding our
entry inte the Vietnamnese condici.
These expenditures are prmcipally for
procurement of petroleum products
from the Netherlands Antillas and
Trinidoed. It should be noted, however,
that data for thess areas are somewhat
vnderstated since petroleum expendi-
fures are normally charged to the loca-
tion where title i= tromsferred to tha
military sgencies, e.g., Thoiland and
Viatnam, rather then to the location of
tha refinery.

Uraniuin plircfuses e Sendfe dfvice

The dots shown in mﬁlﬁ 2 for Aus-
tralin, New Zealand, and the Union of
South Africa cover p_}'immﬂ]r cxpendi-
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tures of the Atomic Energy Commission
in the Union of Secuth Africa and, be-
ginning in the fourth gquarier of 1967,
the personnl expenditures of &roops
from Vietnemn on rest and recuperetion
in Australia. Furchases of uranium from
South Africe were concluded I fimt
quarter of 1967 and the expenditures
for this commodity in 1966 and 1987
weara uifset by barter salss of agricul-
tural products.

Southeast Asic and rest of the world

In the rest of the world, expenditures
omounted to $800 to 000 million
sntually in the S-yenr period before
hostilities intensified] in Vietnam. In
1065, the first year of stepped-up
activity, they increased to almost 1.1
billisn and in the follpwing yeawr rose
to 318 billion. The inerease in 1067
was less slaep but still smountad to
over $500 million, for a total of pwer
$2.3 billion. Thareafter, expenditures
climbed at a clower pace, and by the
first half of 1960 they xrenched an
anntal rate of $2.7 billion.

UL.E. militsry outlays in Jepan have
hesn second only to those in Germany
ginee 1850, but in the peior decade
Japen esrned considerably mors than
Germany. Annual Japanese enrnings
reached ¢ penk of cbout $750 miilion
in calendar years 1952 and 19563, bat
then began to fall after the Koresn
armistice and continued to decling
through 1964 whan they amopunted to
only two-fifths of their lurgest annual
total. Japanese earnings turned npwand
in 1968 with the incrensad U.S. activity
in Viatnam and hy the firsi half of 1962
were runuing at #n anneal rate of S0
roillion.

Almost holf of the 1968 cutlays in
Japan consisted of sxpenditures by T.S.
personnel or purchoses by the military
exchanges for resale to troops in Fapan,
¥ietnam, Korea, and other nreas. hdili-
twry exchnnge purchases amounted to
$135 million in 1968, elmost triple the
19656 figure. Direct personnel expendi-
tures in Jopan have alse inereased, pri-
maerily becouse of outlays by men besed
in Vietnam who are in Jnpon on fur-
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lough or on rest ond recuperation. Also,
moat of the men in the Pacific Flest
sooner or later have an opportunity to
make a port call in Japen, o favorite
Kberty port nmong camera and stereo
enthusipsts, and spend heavily on these
and other items.

As in many other countries in this
nrea, expendisures in Korea varied little
during - the yesrs 195065, but almest
doubled in 1944 when procurcment of
goods and sei¥ices for use in tho war
effort began to make its impact. In 1967
Eores earned neorly $240 mellion, ol-
most twice the pnoual average. earlier
in the decade and sbout three tirmes the
highest annual amount esrnad during
the Korean War. In 1068, following the
Pueblo incidant, our military position
in Eoren was strengthened and ex-
penditures rose to over $300 million. By
the first hinlf of 1889 the snnual rate hed
climbed to nearly 326G million.

The United Stetes hns built up in
Thailand a network of air bases, deep-
wataer ports, supporiing highways, sup-
ply installations, and communicetion
gystems. Clonstruction in Theiland was

- carried out by several U.S. civilian
construction companies and Army engi-
neers, using American equipment to a
considarsbla extent. hiany Thailabar-
ers ware employed, however, and col-
struction materizls were procursd in
Thailand andd other support counirics.
Most Amarican military supplies have
been moved from eeaport to sirfield
vis Theiland’s domestic transport nei-
work.

Gross exjrenditures in Thailand reach-
ed a pesk of almast $320 million in 1968
and then began to decline with the com-
pleticn of the majer construction yro-
grams. The withdrawal of 4,000 Al
Force and Avmy support and constiue-
strnction persomnel in this fiscal yesr
muy reduce them aven further. Qperat-
ing and meintenance expenses, com-
bined with the personal ocutlays of 1J.8.
troops stationed in Theilend snd of
troopz there on rest aul reereation
from the combat zone, represent most
surrent defense expendituves providing
dollar earpings to thet country.

(1.5, military expenditures in Viei-

Decetnber- 1068

O8I Wers coloparatively minor prior to
the last half of 1968, About mid-1965,
however, with the progressive increase
in personnel and sctivity, expenditurss
began to rise rupidly and by 1968

amounted to over a half billion dollars,
ns compared with about $65 million in
14, When the Unjted States enteved
combat activities, 1t wons hampered by
a scarcity of logistical faclities. Tho

 two major porte ot Ba Nong and Saigon

were grossly inadequaie to ineet new
demands and the delivery of support
sgquipment by ses necessitated the
spustruction of deep-draft ports. Lavge
construction projects were alse begun

on airfields and storags fncilities.
The increassd requirements [or
lobor, both akilled and unskilled,

brought skout by these vast profecis
led to lubor shortages and resulted in -
nn ngresment between the T.S. Gov-
ernment and tha Government of Viet-
nem for employment by US. con-
tractors of third-country nationals,
with first priciity geing Lo lreop-
contributing couniries end iben to
countriss rendering economic sssistnnco
to Vietnam. Of the amounis paid out
as wages to such third-country na-
tienals, only the workews’ pinsira ex-
penditares are inclnded in the dute
shown for Vietnam. The balaneco is
ollpeated prineipally to Korea, the
Philippinea, antl Thailand whers most
of these wages are remittod. )

Lata in 1965 military poayment certif-
icates (MPUVs) were introduced as o
menns of paying the TS forees in
Vietnam. These MPC’s are denomi-
nated in dollars snd used instend of
U8, currency or dollar pegotinkle
instraments s the officigd medinm of
exchangs for transactions in ilitary
exchanges and cther establislunents of
the Armed Forces. Military disbursing
offitcers and banking facilities are an-
thorized to exchange MPCHs for pinsties
to be apent in the local economy Lut
will not generally exclanges MPC's for
.S, dollmr negotiable instroments -
less personnel are leaving the couniry.
Personnel ave prohibited fromn wsing
either U.5. currency or MPCs for
purchoses of Vietnumese woods and
sarvices and are required fo purchase
all pinstres from official sources.
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While the recent withdrawal of 60,000
troopa from Vietnam will reduce per-
sonnel expenditures in Vietham, the
total overses disbursements. will not
fall by & proportionate amount because
some of thess troops ere moving do other
foreign sreas. Nevertheless, with- the
completion of major construction pro-
grams and the decline in troop I?vels
in Southesst Asia s & whole, mi]_'ltq.ry
expenditures in the ares may decline
in 1970

U.S. alties buy American products

Inereased .S, military sales in coun-
tries economicelly able to procure a por-
tion of their defanse requirements in the
United States have helped to offset the
deficit impact of T1.5. military disburse-
ments. ‘These soles have also fostered
cooperstive logistics with our allies and
have anabled them to obtain wenpons
systems from the United States for
much less than it would have cosi
them—eounting resesrch, development
and production—ito manufacture com-
perable gystems.

Many American products have been
transferred under militory zales con-
traste, inclnding aireeaft such os
fighter-bombers, transport ond train-
ing planes, multipurpose jets, and
helicopters; destroyers and patrol bonbs;
ammunition and missila systems; elec-
tronic snd commmnication agquipment;
tanks, vehicles, and varous ports and
spares, As a result of these transfers
U.S, Government cash receipts associ-
ated with militery soles pontracts and
other progeams have ranged . from
$0.9 billion to $1.1 bilion a year
during the tast severnl years, as shown
in table 3. In the first half of 1969 they
wera at an annnal rate of $1.1 billion—
nently five times the amount in 1680
{Quarierly data are shown in lina B.3,
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table 5, of the U.S, balance of pay-
menis presentotions.)

. .Receipts from Germsny acceunted
for nearly haolf of the asgregate $7.1
billion of such receipts during onlendar

years 1002 through 1068. Of the global .

total, . about $6.5 billion representad
cash received under foreign assistance
logisiation outhorizing reimbursable
military exports. The remainder, aver-
aging nearly $%0 million a yent, repre-
sented primarily the deilars and foreign
currencies acquired either through the
sale of property excess to the neads of
military inatsllations ebroad, or through
sales of materisls and services provided
under varicus logistieal support pro-
groms to the United Nations Emer-
genay Forces nnd to the nliled countries
eontiibating military strength in Eoren
and Vietnam. Also included are solas
both here and abroad of petrolenm
produets and other goods and services
Furnished to foreignm paval vessels nul
aireraft. Raceipts of foreizn currenciés
contributad to the Unitsd States by
foreign countries under military nesist-
ance proprams, which are used prinei-
pelly for the suppori of our military
mizsione abroad, are olso included ns
part of these various receipis.
Although $7.1 billion of casl was ve-
ceived by the Government in the lnst
7 years, approximately $6.4 billion of
goods and services wera actually trans-
ferred to forsign countries during the
period. These tronsfers under tha mili-
tery sales program included exports
from the Tnited States, transfars from
stoeks pvarsens, sales gver-the-sounter
abroad, and training and other services
provided either hera or gbroad. Trans-
fers of paods and sarvices to Germany
represented 35 percent of the total, to
the Tnitad Kingdom 13 percent, and to
the other countries of Westarn Europe
21 percant. Exports to Crnada and the
American Republiez wera 7 percent of
tha tatal, to Avstralin end New Zealand

47

% percent, and the remaining 15 percent
went to Japsn nod the vest of the world,
Line 4, table 1, of the querterly T1.5.
bulance of payments presentations pro-
vides quarterly data for these military
exports. :

Barter sales of agricoltural products
sranged to finnnee purchascs by the
military sgencies and the Atomic En-
ergy Commission began in 1963 and by
the end of June 196% the cumulative
value of payments to the Department
of Agricultyre by these agencies for
shipments fo foreign countries was al-

most $340 millien. Under this progrem

sgricultursl commodities are previded
to a barter contractor as an intermedi-
ary in chtaining forelgn poods and serv-
jeas G0 meet o portion of the oversca
requirements of both military and non-
military ngencies. Tha objectives of the
barter program ave achisved enly to the
extent that the exports under it aro
additional to sgricultursl sales that
otherwisa would Le inade obroad for
poayment in dellors. The Department
of Agriculturs hes o seresning procedure
to maximize the probability of addi-
tionality in each approvad barter travs-
netion.

Tabls 3 nlso shows the availablo data
for commereinl snles of militery items
ta WATO and to Gemany, Italy,
Jopau, Iran, and Sawdi Arabis under
govermment-to-government apresmaents.
Thesa receipts for squipment procured
directly by foreign countries from pri-
vate U5, sources hove averaged about
$200 million u year since 1881,

In recent years special [7.5. Treasury
medimn-term securities havae, on ceca-
sion, been zold to foreipn govermments
when our military expenditures in their
countries are significantly larger than
their military purchases from us. These
financial measnres, which do not repre-
zent a long-term selntion to the military
deficit, are not included in table 3.
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